








































































the status of these funds.
As shown in Table 62, the 1982 Budget Act included $119.8 million for

capital outlay from funds which received tidelands oil revenue. At the
time this was written, $77.6 million (65 percent) had been allocated by the
State Public Works Board.

In late 1982, the Department of Finance recognized that the balance
available in each of these funds was uncertain. As a consequence, the
department has deferred allocation of funds for most projects which had
not been presented to the Public Works Board prior to November 1982.
This deferral has affected security improvement projects for the Depart­
ment of Corrections, and fire and life safety and environmental improve­
ments for the state hospitals.

We discuss this issue further in our review of the State Public Works
Board in Section V of this part where we recommend that the board
receive funding status reports on a routine basis.

3. Projected Deficit in the Gelleral Fund May Affect Balances A vaiJ­
able for Capital Outlay. Further compounding the uncertainty regard­
ing the availability of funds for capital outlay in the current year is the
condition of the state's General Fund. At the time this was written, the
administration was projecting a deficit in the General Fund exceeding $1.5
billion. One of the proposals that was being considered to remedy the
problem was the transfer to the General Fund of $37 million in unencum­
bered and uncommitted balances remaining from capital outlay appro­
priations made by the 1982 Budget Act and other acts. The proposal also
included a requirement that the Director of Finance submit to the Joint
Legislative Budget Committee a list of the projects from which funds
would be transferred plus a list of projects which would proceed. H this
proposal is approved by the Legislature, the information from the Depart­
ment of Finance must be available prior to budget hearings, or the Legisla­
ture will have no basis for acting on the capital outlay portion of the
Governor's Budget. This is because the impact of the freeze on capital
expenditures coupled with the reversion of $37 million in unencumbered
funds will undoubtedly have an impact on the Legislature's priorities for
1983-<14.

4. Slate Treasurer's Freeze on BondSales Contributes to Delays in New
Pnson Construction. The 1982 Budget Act appropriates $149.3 million
from the New Prison Construction Fund (bonds/ for planning and con­
struction of additional prison facilities. The Legis ature appropriated this
amount on the basis that (1) additional facilities were urgently needed
and (2) the Department of Corrections' project schedule indicated that
this amount of money could be encumbered in 1982-83.

The prior administration, however, chose to offer for sale in September
1982, only $100 million of the $495 million in bonds authorized by the
electorate. Subsequently, the State Treasurer imposed a moratorium on
issuing additional bonds for this program or any other bond program. As
a result, implementation of the new prison program approved by the
Legislature in 1982 will be delayed.

This delay compounds an already critical capacity problem in the state's
correctional system. Currently, the state prison system has the capacity to
house 25,600 inmates. In January 1983, there were 33,500 inmates in the
system-131 percent of the system capacity-and the inmate population
was increasing by about 100 inmates per week. Further, the Department
of Corrections projects that the inmate population will be 71,000 by the
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year 1992-227 percent of the current capacity. If this inmate population
is to be housed in appropriate facilities, the administration must start
addressing the problem and implementing legislatively approved pro­
grams.

2. Funding For Capital Outlay
The state's capital improvement program is funded from various special

funds and bond funds. Since the late 1960's, higher Pducation capital outlay
has been funded from the Capital Outlay Fund for Public Higher Educa­
tion (COFPHE). State parks capital outlay generally has been funded
from park revenues and bond funds. Prior to 1980-81. the capital programs
for General Fund-supported departments, other than higher education
and state parks, usually were funded from the General Fund.

Tidelands Oil Revenue. In 1980, unprecedented increases in the price
of oil resulted in major increases in the state's tidelands oil revenues. In
view of this increase, the Legislature enacted Chapter 899, Statutes of
1980, which provided for the redistribution of tidelands oil and gas reve­
nues that, under prior law, would have been deposited in the COFPHE.
Pursuant to this measure, six special funds are recognized as eligible to
receive tidelands oil revenues.

Chapter 899 arranges these funds in descending order of priority and
establishes a target funding level for each one. Under this arrangement,
no fund receives any allocation of tidelands oil revenues until all funds
assigned a higher priority receive their full target amounts. Put another
way, a shortfall in revenues is not apportioned among all the programs, but
instead is borne by the funds at the bottom of the list. The priority se·
quence and the target distributions for each are as follows:
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Tabla 64
Distribution of Tidelands Oil Revanues

Comparison of Currant Law with Actual and Proposed Distributions in
1982~ and 1983-84
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Off.Highway Vehicle Account ..
General Fund .

FW,,"
State Lands Commission .
California Water Fund . .
Central Valley Water Project Construction Fund .
Sea Grant Program .
Capital Outlay Fund for Public Higher Education ..
State School Building Lease/Purchase FillId .
Energy and Resources Fund .
State Park and R~reation Fund ..
Transportation, Planning and Development Account ....
Special Account for Capital Outlay .

• This amount varies and is to meet State Lands Commission budget needs plUll miscellaneoUll required
pllyments 10 certain cities and counties.

b Total revenue deposil-d<:>eli not bring fund balance 10 $125 million in COFPHE or $120 million EFlt.
< $42 million of this amount is to be transferred to the General Fund to offset revenue losses due to energy

tax credits (Ch 904/lKl).
d Includes the $42 million tramfer required by Ch 904/lKl.
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• $125 million-COFPHE
• $200 million-State School Building Lease/Purchase Fund
• $120 million-Energy and Resources Fund (ERF)
• $35 million-State Parks and Recreation Fund (SPRF)
• $25 million-Transportation, Planning and Development Account
• Remaining balance-Special Account for Capital Outlay (SAFCO)
In the case of the COFPHE and the ERF, any unused balances remain-

ing in the fund from prior years are deducted from the target amount. In
the case of the other funds, however, no deductions are made. Thus, for
example, the SPRF may have available more than $35 million in any year,
if balances are carried over from the previous year.

Funds Not Distn"buted According to Chapter 899/80. In recent years,
the distribution of tidelands oil revenues has not been made in accordance
with the provisions of Ch 899/80. Instead, the statutory distribution has
been modified in response to changing priorities among these programs
and the need to increase General Fund revenues so as to keep the budget
in balance. Table 64 compares the distribution of tidelands oil funds under
the provisions of Ch 899 with the actual distribution in 1982-83 and the
proposed distribution in the Governor's 1983-84 Budget.

Legislatiye Flexibility Restricted. From an analytical standpoint, tide­
lands oil revenues are indistinguishable from General Fund revenues.
They are not raised for a particular function ofstate government, and may
be used for any public purpose. As a result, depositing tidelands oil reve­
nue into special purpose funds tends to limit the Legislature's options in
allocating available state resources among state-supported programs and
activities. While the Legislature has been able to overcome these limita­
tions by overriding the provisions of Chapter 899 during the annual
budget process, its task is made much more difficult by the fact that funds
already "given" must be "taken back". The task becomes even more
difficult once funds have been earmarked for specific projects.

To improve the Legislature's fiscal flexibility in responding to statewide
programs and priorities (including capital outlay) supported by the Gen­
eral Fund, we recommend that tJdelandsoil revenues be deposited direct­
ly into the General Fund.

3. 1983-84 Demands on Capital Outlay Funding
As discussed earlier, the Governor's Budget includes a limited amount

of funds for capital outlay. Moreover, there will continue to be limited
amounts available from traditional capital outlay fund sources-tidelands
oil revenues and bonds. There are however, several major capital im­
provement programs which, if funded in the budget year, will overburden
these sources. In addition, there are continuing needs to repair and main­
tain the state's vast infrastructure. Examples of these major programs and
repair {maintenance needs follow.

Higher Education-Capital Outlay. The 1983-84 budget includes
$21.6 million for capital outlay expenditures in the three segments of
higher education-the University of California, California State Univer­
sitr' and the California Community Colleges. This amount provides for
on ,y a portion of the amount originally requested by the three segments.
In fact, the segments submitted requests that, together, were more than
seven times the amount budgeted for 1983-84 capital outlay-$l60 million,
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compared with $21.6 million. The total three-year cost for the programs
requested by the University of California and the California State Univer­
sity is $476 million. (The total three-year cost for the California Commu­
nity College program was not available.)

Although our analysis indicates that some of the proposed projects are
not essential and may not be warranted at all, the total amount requested
provides an indication of the general magnitude of capital outlay needs,
as seen by tr.,.e respective system.

Some of the proposed prospects, if approved by the Legislature, will
have implications for state expenditures in future years. For example, the
University of California requests funding in 1983--S4 to plan fOUT projects
that will cost nearly $140 million during the next three years. Moreover,
the secondary effects of these projects (such as alterations of vacated
space) could cost another $60 to $70 million after completion of the initial
project.

Higher Education-Supporl Budget. The three segments of higher
education have also identified ongoing problems in the areas of deferred
maintenance and replacement of instructional equipment. The Legisla­
ture has recognized these problems, and since 1981, it has appropriated a
total of $53 million from the COFPHE for deferred maintenance ($22.5
million) and instructional equipment ($30.5 million). The budget recog­
nizes these support needs and requests $36 million from the COFPHE for
these activities. This amount is divided evenly between maintenance and
replacement of equipment.

This is the first year that the amount budgeted from the COFPHE for
deferred maintenance/instructional equipment replacement ($36 mil­
lion) exceeds the amount budgeted for capital outlay ($21.6 million). If
this trend continues, funding for deferred maintenance and replacement
of instructional equipment will continue to deplete the amount of funds
available for statewide capital outlay programs.

Additional Prison Capacity. The Department of Corrections' final
draft of its "1983 Facilities Master Plan" indicates that an additional $1,900
million (1983 costs) will be needed over the next eight years to provide
additional prison capacity. This estimate is based on housing the anticipat­
ed 1992 male inmate populatlOn of approximately 71,000 in permanent
beds (50,145), contract beds (1,910), and temporary compounds (7,200).
This plan would leave a capacity deficit of 11,605 beds. To eliminate this
deficit, an additional $900 million (1983 costs, based on average estimated
cost per bed) would be required. Thus, the total costs to house the depart­
ment's projected male inmate population in 1992, without double ceIling
or overcrowding, would be $2,800 million beyond the amounts previously
appropriated by the Legislature.

The 1982 Budget Act included 5149.3 million from the New Prison Con­
struction Fund (bonds) for additional prison capacity. A detailed discus­
sion of the department's plan and the Governor's 1983-84 capital outlay
program for additional prisons is included under Item 5240-301·723 in the
Analysis.

Currently, there is a 8345.7 million balance available for appropriation
from the $495 million bond program approved by the electorate. This
balance, however, will fund only 18 percent of the department's master
plan and only 12 percent of the cost to house the department's projected
population. Consequently, if the state's prison capacity is to be increased
to meet the projected male inmate population, an additional$l,SOOmiJJion
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(with overcrowding) to $2,4()() miNion (no overcrowding) wiJI be needed
over the next eight to ten years.

Moreover, the department's master plan does not address either the
ongoing capital improvement needs or the infrastructure renovation I
repair needs of existingprisons. The state has not constructed a new prison
since 1961, when the California Men's Colony at San Luis Obispo was
completed. In addition, much of San Quentin State Prison is over 100 years
old. The facilities in the state prison system are aging rapidly, and there
will be a continuing requirement for capital improvements to meet both
changing needs and renovationslrepairs. The cost for these purposes has
not been identified, but the department's "1980 Facilities Master Plan"
included over $600 million (at 1980 costsl over a nine-year period for
renovation of existing facilities. Although al of the work envisioned by the
1980 Plan probably is not necessary, the order of magnitude of anticipated
costs is an indication of the problems that must be addressed over the next
decade.

State Office Space. As ofJune 30, 1982, the state was leasing 8.1 million
square feet of office space, at an annual cost of $61.3 million dollars. The
largest share of this lease cost was in Sacramento County, where on June
30, 1982, the state was leasing 3.5 million square feet, at an annual cost of
$25.3 million. In mid-I976, the lease space in Sacramento County totaled
2.1 million square feet, at a cost of $10.1 million per year. Thus, in six years,
the state's leased cost has increased 150 percent, while the amount ofspace
has increased 67 percent.

Our analysis indicates that the most cost-effective solution to the state's
office space needs is to house ongoing functions of state government in
state-owned buildings, rather than house these functions in privately
owned space (assuming no difference in quality between a state-built
facility and leased space). For the past several years, the Legislature has
appropriated funds to construct state-owned space in Sacramento, as well
as in other metropolitan areas. Nevertheless, the amount of and cost for
space leased by the state continues to increase at a rapid rate. These costs
reduce the amount of discretionary funds available to the Legislature for
financing other statewide programs and needs. Consequently, the Legisla­
ture may wish to invest funds in constructing new state office buildings
in order to-in the long term-increase the amount of state funds avail·
able for expenditure at the Legislature's discretion.

The capital outlay programs discussed above highlight some of the de­
mands which will be placed on state funds. Other areas where major
capital outlay programs have been identified include the Department of
Forestry, the Veterans' Home in Yountville, the Department of Food and
Agriculture, state hospitals, energy conservation, and others.

4. Priorities Need to be Established for the Statewide Copital Outlay Progrom
We recommend that each fiscal committee establish a subcommittee to

consideral1capital outlayprograms so that (1) available Eundscan be used
to support the Legislature's statewide capital outlaypriorities, and (2) the
Legislature can provide guidance to the administration Eor revising the
capital outlay program in the event that cutbacks should be necessary
during 1983-84.

The major capital improvement programs discussed above, coupled
with the continuing needs to repair and maintain the state's vast infras­
tructure system that includes state office buildings, state hospitals, state
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prisons, and higher education facilities will overburden the current
sources of capital outlay funding-tidelands oil revenues and bonds.

We believe the Legislature can ensure that such funds as are available
are used in the most productive manner possible if it evaluates statewide
capital outlay needs as a single program and establishes statewide priori­
hOes, instead of considering each proposed project on a department-by­
department basis. Authorization of projects on a department-by-depart­
ment basis may result in the funding of projects which the Legislature
otherwise would consider to have a lower priority, in comparison with
other statewide needs.

In contrast, if the Legislature were to consider aUcapital outlay requests
as part of a single statewide pr08!am, it would result in (1) improved
evaluation of individual projects, (2) more consistellt application of legis­
latively established priorities to individual projects and (3) funds being
committed to projects on the basis of statewide, rather than departmental
needs.

Further, during the past two years it has been necessary to make mid­
year adjustments to offset a General Fund deficit. Part of these adjust­
ments has been the deferral or cancellation of capital outlay projects and
the transfer of the associated funds to the General Fund. The Legislature
has limited post-budget control and consequently, the decision, as to
which projects are to proceed and which are to be deferred, has been left
to the administration. The Legislature, however, can provide guidance to
the administration by establishing the LegislatureS-statewide priorities for
capital outlay. In this way, if mid-year adjustments are necessary, the
administration will know the relative priority of projects in the Legisla­
ture's capital outlay program and will be able to identify those lower
priority projects which, if necessary, could be deferred.

Given the limited resources available for all state programs, and capital
outlay projects in particular, and the demands on these funds, a new
approach to legislative consideration of capital outlay projects would ap­
pear to be warranted. Thus, in order to improve the Legislature's ability
to review and control capital outlay programs, we recommend that each
fiscal committee establish a subcommittee, to consider all capital outlay
programs.

III. STATE BORROWING ISSUES
As discussed in some detail in Part II, the state borrows money for a

variety of purposes. Some of this borrowing is short-term in nature, while
other borrowing is long-term. Each type of borrowing raises policy issues
of concern to the Legislature.

A. SHORT-TERM BORROWING

What Should Be the Legislature's Policy Regarding Short-tenn Borrow­
ing?

Designate the State Treasurer as the official statutodly responsible
for managing a11 short-term General Fund external borrowing ac·
tiyities;
Limit the use ofshort-term external borrowing to borrowing within(2)

With respect to short-term borrowing, we recommend that the Legisla­
ture:

(1)
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